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* Bolivia, a country that saw the return of democracy in 1982 after 64 administrations in 157 years,
is currently lobbying on the international market for foreign investment to revitalize its economy.
Since the implementation of financial sector reforms in 1988, hyperinflation has been controlled,
and the economy is again growing. Moreover, by offering a wide variety of incentives, the Andean
nation has become one of Latin America's more attractive candidates for potential investors. In
a July 15 seminar, Finance Minister Jorge Quiroga and Industry Minister Fernando Campero
illustrated how privatization appears to be the next logical step for the administration of Jaime
Paz Zamora, in order to reduce foreign debt and to open the economy to competition. By the end
of the year, the government plans to privatize 33 small corporations ranging in value from US$2
to US$20 million. The administration is also opening up some of the larger nationalized firms, or
para-statal companies, to joint ventures. New economic program As a result of financial sector
reforms over the last four years, Bolivia has reduced its accrued debt from US$4.09 billion to US$3.41
billion while using multilateral credit lines offered by institutions like the International Monetary
Fund and the World Bank. The Paz Zamora administration is now striving to achieve equilibrium
between Bolivia's public and private investment activity and improve the efficiency of the way
the country's resources are utilized. In the past, state- run business ventures took precedence
over health and education policy. However, under privatization, much of the revenue earned
will be funneled into social welfare infrastructure programs. The "free prices and floors" policy,
a critical element of the reform, eliminated price controls on goods and services, lowered tariffs
and mandated changes in the labor code such as greater employer power over hiring and firing
and wage levels. To privatize, the Paz Zamora administration must shift the economy from being
dominated by the state to an emphasis on the private sector, to compensate for the current 3to-1 economic participation disparity between the two that arose through years of government
subsidies to public enterprises. As Campero stated, total investment, now representing only 13% of
Bolivia's US$5 billion GDP, must rise to 20%, with private investment constituting the lion's share
of the new total. Both Quiroga and Campero acknowledge that private capital activity declined
from 5% to 3.3% of the GDP between 1987 and 1989 due to inadequate infrastructure, high real
interest rates and an inadequate banking system, but they note that the 1988 reforms have helped
raise this figure to 4.5%. Investment incentives that Bolivian authorities are currently offering
include freedom to repatriate capital and profits, free convertibility of funds, low wages, and the
lowest assets tax in Latin America. The country also enjoys immunity from US export quotas (sugar
excepted), which provides a large market for Bolivian goods. Next, the government recently opened
petroleum and the nationalized parts of the mining sector to private enterprise; habitually failing
state corporations like COMIBOL the national mining company that in the last five years lost US
$700 million , have prompted the state to encourage joint ventures. The only other options available
to COMIBOL included either closing or selling off the unprofitable mines. The hotel, soybean,
sugarcane, and textile sectors of the Bolivian economy also have been opened to joint ventures. The
road to success, or disaster? Bolivia is clearly depending on foreign investors to spur the economy.
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But privatization carries the threat of rising unemployment as new managers trim the former staterun industries of excess employees and weed out a host of politically-inspired practices. A study by
the Instituto Latino Americano de Investigaciones Sociales concluded that the majority of Bolivians
see unemployment as the country's greatest problem. In defense of their plans, Paz Zamora's
financial advisers claim that those who lose their jobs will be reemployed when the "untouched"
sectors of the economy are activated. They predict productivity gains in the agricultural sector,
where the climate affords the Andean nation a comparative advantage in the cultivation of such
non- traditional crops as strawberries, asparagus, melons, and flowers. Gold is another sector often
cited for its development potential. Presently, administration officials are being urged to travel the
world and promote confidence in the Bolivian economy, hoping to spark investment. Yet according
to Campero, until enough investment arrives to jump-start the production cycle, high levels of
unemployment could cause growing unrest among the population, potentially threatening Bolivia's
new political stability. * Sunitha Cherian is a research associate at the Washington, D.C. based
Council on Hemispheric Affairs.
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